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- standard accounting treatment biases against
new capital  expansion.    When new equipment
is brought into the rate base, as is likely
to be required for oil displacement, the
capital costs reflected in electricity
prices are highest in the first year and
decline to zero at the end of the book
life of the plant.    As a result of this
practice, a paradox  exists:    new facilities
which will reduce electricity prices over
the long  run (i.e.,  the present value of the
revenue requirements are lower if the new
facilities are built) will cause electricity
prices to go up in the early years.    Because
of these early-year price increases,  public
utility commissions may disapprove any
capacity expansion that is not needed
to meet demand growth, even though such
expansion may make sense economically (the
present value of electricity rates will
be lower).    Also, because utility commissions
typically require that any capital   investment
included in the utility s rate base be used
and useful, early retirement of oil-fired
plants based on economics may be'inhibited.

II.     SHORT-TERM CONTINGENCY "PLANNING

The electric utility industry offers somewhat limited opportunities
for effective response to interruptions in oil  supply.    The generation
infrastructure of the industry is not subject to quick modification.
Fortunately, only about a third of the industry s fuel  consumption
is oil  and gas (about equally split between the two fuels).    However,
the use of these fuels is concentrated  in particular regions of
the country (New England, Mid-Atlantic, Gulf Coast and California),
so that supply interruptions can have severe impacts on some parts
of the country without affecting  other parts at all.

There is some limited opportunity for wheeling  (intersystem exchange
of electric power) of coal  and hydro based power generation into oil
and gas based regions.    It is. estimated that as much as 2-300,000
barrels/day of oil  is being  displaced by wheeling currently.    Unfortu-
nately, transmission limitations would preclude such wheeling  schemes
from being  expanded more than about 10 to 20 percent to meet any
short-term emergencies.

III.     OTHER GOVERNMENT OBJECTIVES

Consistent with the overriding objects of reliable bulk power supply
and oil and gas displacement in the utility sector, there are
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splacement.    Such institutional barriers include:
